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SUBJECT: Prohibit Disclosure of Tax Return Information by Tax Preparers and
Busi nesses

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as
introduced/amended

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALY SIS OF BILL ASINTRODUCED February 23, 2000, STILL APPLIES.
OTHER - See comments below.

SUWARY OF BILL

This bill woul d:

Expand crim nal sanctions for disclosures of tax return information by

busi nesses that prepare returns to add certain disclosures nade either within
the tax preparing firmor to subsidiaries or affiliates of the tax preparing
firm

Add filing an inconme tax return electronically to the list of activities that
defi nes persons engaged in the business of preparing tax returns or assisting
in the preparation of tax returns.

Modi fy the definition of “tax preparers” to include persons who, for

consi deration other than a fee, prepare tax returns for another person.

Make each violation of the crimnal provisions regulating the practice of tax
preparers a separate offense.

Establish a civil penalty for disclosure of tax return information provided by
a consuner in connection with financial or business-related transactions.
Specify that tax return information includes information obtained through an
el ectroni c medi um

Require the disposal of tax return information in a manner that protects the
identity of the taxpayers.

This bill does not directly inpact the prograns adm nistered by the Franchi se Tax
Boar d.
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SUWARY OF AMENDMENT

The April 25, 2000, anendments specify that tax return information includes

i nformati on obtained through an el ectronic nmedium and requires the disposal of
tax return information in a specified manner to protect the identity of the
taxpayer. These amendnents al so established a m sdemeanor for any person who

di sposes of information obtained to prepare a tax return in a manner that permts
the disclosure of the identity of a taxpayer

The May 4, 2000, amendnents add filing an inconme tax return electronically to the
list of activities that defines persons engaged in the business of preparing tax
returns or assisting in the preparation of tax returns. The anmendnents al so

nmodi fy the definition of “tax preparers.”

The May 17, 2000, anendnents changed the code section nunber of the provision

added to the Civil Code and specified that each violation of the provisions for
di scl osure of tax return information provided by a consumer in connection with
financial or business-related transactions would be a separate cause of action.

The amendnents resol ved the policy consideration regarding electronic transmttal
of returns raised in the departnent’s analysis of the bill as introduced February
23, 2000. The “Effective Date,” "“Background,” current |aw discussion in
“Specific Findings,” and “Fiscal |Inpact” fromthe departnment’s prior analysis
still apply. A new discussion of what this bill does is provided below. In
addition, the remaining “Policy Consideration,” the “lInplenentation

Consi deration,” and “Board Position” are reiterated bel ow

SPECI FI C FI NDI NGS

Taxpayer Protection

This bill would expand crimnal sanctions for disclosure of tax return

i nformati on by businesses that prepare returns to add di scl osures nade either
within the tax preparing firmor between subsidiaries or affiliates of the tax
preparing firm “Affiliate” would nean any entity that directly or indirectly,
t hrough one or nore intermediaries, controls, is controlled by, or is under
common control with another entity.

This bill would add filing a state or federal income tax return by electronic
transmttal of return data directly to the Franchise Tax Board or the Internal
Revenue Service to the list of activities that defines persons engaged in the
busi ness of preparing tax returns or assisting in the preparation of tax returns.

This bill would specify that tax return information includes information obtained
t hrough an el ectroni ¢ nmedi um

This bill would nake it a m sdeneanor for persons to dispose of tax return
information in such a manner that the disposed information, alone or in

combi nation with other publicly available information, could be used to identify
t he taxpayer.
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For purposes of the chapter in the Business and Professions Code that regul ates
the practice of tax preparers, this bill would nmodify the definition of “tax
preparers” to include persons who, for consideration other than a fee, prepare
tax returns for another person.

This bill also would make each viol ation of provisions regulating the practice of
tax preparers a separate offense.

Consuner Protection

This bill would establish civil penalties for nost disclosures of tax return
information. Protected information includes information obtained through an
el ectronic nediumor information provided by a consuner in connection with
financial or business-related transactions. Disclosure is pernmtted where the
di scl osure is:

aut hori zed by witten consent of the consumer (in a separate docunent that
states who the information will be disclosed to and how that person will use
the information);

expressly authorized by |aw,

necessary to conplete the financial or business-related transaction; or
pursuant to a court order.

A prohibited disclosure would include disclosures made internally within the
entity conducting financial or business-related transactions with the consuner or
by that entity to any of its subsidiaries or affiliates.

“Affiliate” would nean any entity that, directly or indirectly, through one or
nmore internediaries, controls, is controlled by, or is under common control wth
anot her entity.

Unrel ated use of tax information without the consuner’s consent would al so be
prohibited. “Unrelated use” would nean any use that is not necessary to effect,
adm ni ster, or enforce the financial or other business-related transaction with
t he consuner.

Civil penalties would be inposed if tax return informati on obtained in connection
with financial or business-related transactions was not disposed of in a nmanner
that protects the identity of the consunmer. Penalties would be inposed if the

di sposed information, alone or in conbination with other publicly available

i nformation, could identify the consuner.

Each violation of these provisions wuld be a separate cause of action for which
damages coul d be recoverable.

Pol i cy Consi derati ons

This bill would provide additional protection to taxpayers from unauthorized
di scl osure and carel ess disposal of tax return information. The added
protection would cover businesses that prepare and electronically filed tax
returns and shoul d reduce taxpayer fears regarding electronic filing.
Taxpayer confidence in electronic filing is needed to acconplish the
departnent’s goal of a paperless filing system
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| npl enent ati on Consi derati on

I npl enenting this bill would not affect the department’s prograns and
operations, but may foster greater acceptance of paperless, electronic
filing nethods.

BOARD POSI TI ON

Pendi ng.



